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DOD believes the military club system and
related alcohol package store operations are
vitally important to the morale and esprit de
corps of servicemen. However, the system is
having considerable fmanmal difficulties
,  attributed in part to the

--present form of decentralized manage-
ment;

—reliance on subsidies from alcohol
beverage store profits and appro-
priated fund support, which dis-
courage efficiency in operations; and

--low patronage by eligible personnel
because of the inability of the club
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20868

1H~148581

The Honorable Dan Daniel

Chairman, Nonappropriated Fund 50\
Panel DD

Arned Services Investigations lsé
Subcomnittee l

Committee on Armed Services

House of Representatives

Pear Mr. Chairman:

As requested in vour Decenber 12, 1977, letter, we
reviewed the management and administration of the military
club system and related alcohol package store operations.
This report discusses the problems affecting club opera-
tions and the need for the Lepartment of Defense to take
steps which would improve organizational efficiency and the
delivery of services to military personnel.

As directed, we did not obtain written agency comments.
The matters covered in the report, however, were discussed
with responsible officials and their comments are incorpora-
ted where appropriate.

Your office requested that we make no further distri-
bution of the report prior to committee hearings at which
time the report will be used. These hearindgs are now
tentatively scheduled to be held durina February 1979.

Since y yours,

Lme (7.

Conntroller Ceneral
of the United States







COMPTROLLER GENERAL'S REPORT CHANGES NEEDED IN OPERATING
TO THE NONAPPROPRIATED FUND MILITARY CLUBS AND ALCOHOL
PANFL, ARMED SERVICES PACKAGE STORES
INVESTIGATIONS SUBCOMMITTEF,

HOUSE COMMITTEF ON ARMED

SERVICES

— — — —— o— i

Military service clubs generally are losinqg
money and are dependent on profits from
package stores and appropriated fund support
for continuing existence. Improvements in
management are needed.

This report addresses concerns of the Non-
appropriated Fund Panel and attempts to
answer the following gquestions.

--Are military clubs adeguately fill-
ing Department of Defense (DOD) objec-
tives and effectively meeting the
needs of eligible personnel?

--Are the objectives being met in the
most efficient, effective, and eco-
nomical manner?

-~-What changes are needed in the opera-
tion of the club system to strengthen
its financial condition while improving
services to eligible personnel?

RECOMMENDATIONS

The Secretary of Defense should:

(:r\r—Strengthen managenent of the system by
transferring responsibility for club

operations from installation commanders
to a strong central management author-
ity. The present decentralized systen
has not bheen effective. A structure
consisting of representatives from each
service would provide that their speci-
fic needs receive appropriate atten-
tion. Such an action will require
extensive planning and preparation.

FPCD-79-9

M' Upon removal, the report
cover date should be noted hereon.




During the transition, the services
should transfer responsibility for
club operations from the installation
conmanders to their headaquarters and
assign club management personnel to
these authorities.

:?¥-Direct that profits from package store
operations be used primarily to.support
essential morale, welfare, and recrea-
tion activities benefiting all base
personnel. Profits distributed to clubs
should be limnited to helping essential,
financially troubled facilities to
break even or finance capital improve-
ments after all reasonable attempts to
attain self-sufficiency have failed.
These profits could be also used to
fund indirect operational expenses
associated with the central management
authority.

( 30 --Direct that package store and club oper-
ations be separated as they have been
by the Army and Air Force in Furope to
provide a clearer picture of club oper-
ations and package store distributions.

—-Direct that dependence on appropriated
fund support to clubs be reduced and
that the services civilianize club
operations to the maximum extent practi-
cable using nonappropriated funds.

--Direct the military services to seri-
(i/;y ously consider consolidating club serv-

ices when all attempts at achieving
self-sufficiency have proven unsuc-
cessful. Consolidation should be
planned and designed carefully to
ensure improved services to all eliqgi-
ble personnel. (See ch. 6.)

BACKGROUND

Military clubs generally consist of separate
physical facilities for officers, noncom-
missioned officers, and enlisted personnel
with a consolidated alcohol beverage package
store to serve all personnel. Over 1,000
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clubs and branches and over 500 package
stores are located in the continental United
States and overseas.

These entities constitute a major business
enterprise with gross sales revenue in the
millions-~$688 million in fiscal year 1977.
Package store operations are profitable,
producing in fiscal year 1977 a net income

of $51 million. Even though the clubs re-
ported a net income of $19 million, 25 percent
of all clubs lost money that same year. (See
ch. 1.)

Without $35 million in package store profits,
the club system would have lost $16 million
with 57 percent of the clubs losing money.
This reliance on package store profits not
only serves as a disincentive to effective
and efficient managemerit but is also incon-
sistent with congressional intent that these
profits benefit all base personnel.

Clubs also depend on appropriated fund
support This support amounted to about

$93 millioh in fiscal year 1977. Military
personnel cdgts constitute a major portion

of appropriat fund support applied to

club systems. his practice is inconsistent
with DOD's policy that civilians be employed
in morale, welfare, and recreation activities
to the extent practicable. (See ch. 4.)

Some of the problems within the club system
can be corrected through effective and inno-
vative management. The current decentralized
management approach provides installation com-
manders with almost unlimited flexibility in
club operations. Their actions are not always
in the best interest of the clubs.

Club managers report directly to installation
commanders and often lack flexibility, train-
ing, and experience necessary for successful
club operations. In addition, because the
Office of the Secretary of Defense is only
minimally involved in club operations, there

is no central management authority to coor-
dinate and oversee club operations. (See ch. 3.)
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The ability to attract and retain customers

is as important for a successful military
club system as it is for any private business.
Twenty-four percent of the eligible personnel
never use their club and 44 percent do so less
than once a month. Low patronage may result
from the inability of the clubs to provide
desired services or a low population base.
(See ch. 5.)

AGENCY COMMENTS

As directed by the Nonappropriated Fund Panel,
GAO did not obtain formal comments from DOD
but did discuss its findings, conclusions,
and recommendations informally with respon-
sible officials.

In general, the Office of the Secretary of
Defense and service officials recognized
the need to strengthen club management but
felt that responsibility for club opera-
tions should be retained by the individual
services. The services believed cutbacks
in package store profits and appropriated
fund support could create severe problems
for the club system.

An official in the Office of the Secretary

of Defense acknowledged that in some instances
club consolidation could be successful, but
service officials had reservations about

such action. (See ch. 6.)
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CHAPTER 1

INTRODUCTION

Military clubs or "open resses" are one of the najor
components of the Department of Defense's (DOD's) morale,
welfare, and recreation (MWR) program. DOD considers clubs
to be important to the morale and well-being of service
members and believes they contribute to unit identity, esprit
de corps, and inproved readiness. 1In effect, clubs support
the nissions of the military services. Military clubhs gener-
ally consist of separate physical facilities for officers,
noncomnissioned officers (NCO)1l/, and enlisted personnel with
a consolidated alcohol package store to serve all ranks. 1In
some instances, club activities have been consolidated to
serve personnel of various ranks.

At the end of fiscal year 1977, over 1,000 military serv-
ice clubs and branches and over 500 alcohol package stores
were located throughout the continental United States (CONUS)
and overseas. The following schedule shows a breakdown by
service and location of the military service clubs.

CONUS Qverseas Total

Army as/l7¢6 93 263
Navy a/256 84 340
Air Force 238 92 330
Marine Corps _o6 19 75
Total 720 288 1,008

a/Includes Alaska and Fawaii.

FINANCIAL CONDITION OF MILITARY
CLUBS AND PACKAGE STORES

Military clubs and alcohol package stores constitute a
major business enterprise with gross revenue from sales
anounting to $688 million in fiscal vear 1977.

1/The term noncommissioned officer as used in this report
includes Navy chief petty officers.




Gross Sales Revenue

Clubs Package stores Total

—————————————— (millions)=——-===-=-=—---——=

Army $139.7 $105.7 $245.4
Navy 97.4 78.1 175.5
Air Force 150.7 77.4 228.1
Marine Corps - 22.4 16.7 39.1
Total $410.2 $277.9 $688.1

Package store operations aenerally result in significant
profits. During fiscal year 1977, package stores reported a
net income of $51 million, most of which was distributed to
military clubs and MWR activities.

Net Income From Package Store Operations

{millions)

Arny $20.7
Navy 12.7
Air Force 15.9
Marine Corps 2.1

motal $51.4

Clubs are generally not self-sustaining entities.
Although the services reported net income from operations
during fiscal year 1977 totaling $19 million, 25 percent of
all clubs lost money. Moreover, the services included in net
income $35 million in profit distributions from the nackage
store operations. For most clubs, these distributions are
budgeted for and are considered normal club income. With-
out such distributions, the clubs would have lost S16 million,
with 57 percent of all clubs reporting losses.




Reliance on Package Store Profits

Reported net

Loss before incone after
package store Packaae store package store
distribution distribution distribution

Army $ - 1.0 $11.4 $10.4
Navy - 4.0 8.7 4.7
Air Force -10.1 12.9 2.8
Marine Corps - .5 1.8 1.3
Number and Percentage of Unprofitable Clubs
Refore package store After packaae store
distribution distribution
Number Percent Number Percent
Army a/139 a/53 59 22
Navy 188 55 89 26
Air Force 202 61 90 27
Marine Corps 42 56 17 23
Total 571 57 255 25

a/Estimates based on Army data.

Club income also included $43 million in nembership
dues and slot machine profits.

Dues and Slot Machine Profits

Slot machine
Dues profits Total

Army $15.2 $0.0 $15.2
Navy .9 1.1 2.0
Air Force 23.0 0.0 23.0
Marine Corps 1.2 1.2 2.4

Total $40.3 $2.3 $42.6

10

Before 1972, each of the services had slot machine
operations overseas. In response to a congressional recom-
mendation, the Army and Air Force in 1972 discontinued use
of slot machines in their club systems; thus a substantial
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loss of income resulted. 1In 1970, the Army reported net
incone from slot machine operations of $23 million and the
Air Force reported net income of $28 million. The Navy and
Marine Corps retained their slot machine operations since
they believed their procedures and requlations were adequate
to ensure proper control.

Clubs and package stores also receive significant appro-
priated fund support in the form of military and civilian
personnel, utilities, expensed equipment, and supplies. This
assistance is not reflected in their financial statements
although it is a major subhsidy. During fiscal vear 1977,
this support, exclusive of costs associated with training club
personnel, amounted to $93 million.

Appropriated Fund Support

(millions)

Arny $29.6
Navy 21.5
Air Force 35.2
Marine Corps 6.7

Total $93.0

Without alcohol package store profits, dues, appropriated
fund support, and to a lesser extent, slot machine profits,
the military club systen would be unable to survive and would
eventually face bankruptcy unless significant management
improvements were mnade.

Dues or profits from games are normal sources of revenue
for operations such as clubs. However, relving on package
store profits has generated considerable disagreement between
the Congress and the military services. The question of what
constitutes a reasonable amount of appropriated fund support
is also controversial. Striking an equitable balance between
what the taxpayers should fund and what the service members
should pay presents a fundamental problem.

CONGRESSIONAL INTEREST

During the past decade, congressional committees have
been interested in the problems confronting military service
clubs. 1Investigations into fraud and malfeasance in club
operations in 1969 and 1970 generated intensive interest in
the control and management of nonappropriated funds. Congres-
sional investigations determined that a lack of control and
supervision over club operations by commanders and staff and
the lack of qualified and trained personnel to operate and




nanage the clubs permitted mismanagement to go undetected.
These findings resulted in several years of hearings and
nunerous studies and organizational changes designed to
improve club operations.

In 1972, the House Armed Services Committee established
a special subconmittee to examine military nonappropriated
fund activities. The subcommittee (1) questioned the pre-
vailing practice of allocating the profits of package liaquor
sales solely to military clubs; (2) believed that these prof-
its should be distributed and used for the benefit of all
personnel on an installation, not merely clubs; and (3) con-
cluded that liquor sales profits should be provided to the
installation welfare fund and be used by the base commander
for the benefit of all personnel under his command.

In 1977, the Nonappropriated Fund Panel, Armed Services
Investigations Subcommittee, House Committee on Armed Serv-
ices, held the nost recent hearings on MWR activities includ-
ing the military service club systems and alcohol beverage
package stores. Information obtained during these hearings
indicated that improvements were still needed to bring about
greater efficiency, economy, effectiveness, and standardiza-
tion in the management, organization, and operation of the
various military service club systems. The Panel recog-
nized that the purpose of MWR activities and military clubs
has changed since the early years of their existence when
they were considered fringe benefits to compensate for the
low pay armed fonrces personnel received. However, with the
all-volunteer force concept and more comparable pay, the
Panel recognized that these activities are an inducement to
attract and retain men and women in the Armed Forces. The
Panel considers these programs even more vital today than
they were in the past. The possible withdrawal of MWR bene-
fits is viewed today by many servicemen as an erosion of
benefits to which they believe they are contractually enti-
tled. The Panel wants to pursue courses of action designed
to reduce overall program costs of the financially ailing
military service club system and yet still achieve the objec-
tives of the MWR program.

On December 12, 1977, we were recuested by the Chairman,
Nonappropriated Fund Panel, to do a comprehensive review of
the military club systems and related alcohol heveraae store
operations. (See app. VI.) We were asked to direct our
review toward (1) determining what courses of action were
needed to reduce overall program costs, (2) the feasibility
of eliminating or consolidating activities with low use, (3)
reducing operating hours or services where warranted, and (4)
establishing realistic pricing policies to insure financial
stability. 1In addition, we were asked to:




--Evaluate the financial integrity of club operations
including the reasons which contribute to the growing
number of unprofitable activities.

--Determine whether improvements are needed in the man-
agement of alcohol beverage store profits, including
an analysis of the justification and need for distrib-
uting alcohol beverage store profits to clubs.

--pDetermine whether the service club and alcohol bever-
age store patronage/participation is consistent with
the eligibility criteria and whether the criteria is
consistent with their mission.

--Evaluate the need for assignment of appropriated
fund personnel to club activities.

~--Evaluate the organization and system for managing
clubs and alcohol beverage stores and determine
whether a more centralized system would improve
management operations.

SCOPE OF REVIEW

We conducted our review during 1978 at DOD, Armv, Navy,
Air Force, and Marine Corps headquarters, at selected major
commands, and at 18 military installations located in CONUS,
Hawaii, the Far East, and in Furope. (See app. I.) We re-
viewed DOD and service instructions and directives, ana-
lyzed financial statements, and held discussions with offi-
cials and personnel from the militarv services. We also
obtained, through the use of a questionnaire, the views of
nllltary personnel of all ranks on whether the military serv-
ice clubs were adequately meeting their needs. (See app. IV.)

Our review was directed toward addressing the concerns
of the Nonappropriated Fund Panel. As part of our review,
we attenpted to answer the following questions:

--Are militarv clubs, as presently organized, adequately
fulfilling DOD objectives and effectively meeting the
needs of eliqgible personnel?

--Are the objectives being met in the nost efficient,
effective, and economical manner?

--What changes are needed in the operation of the club
system to strengthen its financial condition while
improvinag services to eliaible personnel?




CHAPTER 2

OVERVIEW OF PROBLEMS FACING

THE MILITARY CLUBR SYSTEM

During hearings held before the Nonappropriated Fund
Panel in September and October 1977, the Chairman noted a
growing perception anong members of the Armed Services of an
erosion of nonpay benefits. He stated that this trend was
disturbing to all those in the Congress and the administration
who recognized the need for a well-motivated service. The
Chairman emphasized the importance of administering MWR
activities including the military club system in an efficient
and effective manner. This is especially important today
because of the financial difficulties facing many military
clubs. (See ch. 1.)

The difficulties being experienced by many military clubs
result from numerous problems impacting on club operations.
These problems can be classified into two categories (1) those
that are generated internally and may be corrected and (2)
those that are external for which little action for improve-
ment can be taken from within the system. Some of the exter-
nally generated problems are also faced by comparable activi-
ties in the private sector which confronts them with efficient
and effective management. Military clubs, however, must also
cope with certain externally imposed problems unique to
Government activities. These matters are summarized below.

CONTROLLABLE PROBLEMS

The problems identified during our review for which
corrective action can and should be taken are highlighted
below and are discussed in more detail in the following
chapters of this report.

Decentralized manaaement

~--Contrary to the intent of the Nonappropriated Fund
Panel, the Office of the Secretary of Defense (OSD) is
only minimally involved in managing the military club
system.

-~-Although each service has a headguarters management
group to develop policy and provide assistance to
its club system, these groups have not been effective
in influencing club management. They are reluctant
to exert strong influence over the actions of instal-
lation commanders because of the perceived need to
respect the exercise of command prerogatives.




--Installation commanders are generally autonomous in
administering club affairs, and their actions have
at times had an adverse effect on their installation
clubs.

--Club managers, most of whom are military personnel,
generally lack the necessary flexibility to tailor
services offered to the servicemen's needs at their
installations. They are subject to the strong
influence of installation commanders.

--Military rotation policies often preclude continuous
management experience at the installation level. As
a result, club managers are often hindered in effec-
tively administering their clubs because of their
lack of experience.

--Although the services administer training programs,
some club managers lack formal training.

Disincentives to efficiency

--Availability of substantial income from package store
revenues is a disincentive to effective and efficient
management. As a result, package store profits are
not being used to benefit all base personnel as
envisioned by the Congress.

--~Clubs are also heavily reliant on various forms of
appropriated fund support. This support which
generally was applied to military clubs amounted to
almost 25 percent of the clubs' gross sales.

-~-DOD's longstanding policy that civilians should be
used to the maximum practicable extent is not being
followed.

-~The services alsoc generally depend on membership dues
and profits from slot machines to fund operations.
Policies concerning such revenues are inconsistent.

-~-Because the services can rely on these additional
forms of assistance, we believe that various methods
of achieving greater efficiency, effectiveness, and
economy--such as club consolidations--have not been
widely attempted. Consolidating multiple c¢lubs on an
installation often presents a viable means to improve
service to military personnel while achieving economies
of scale. 1Installation commanders are reluctant to
consider the joint use of facilities by various ranks.




They perceive a resulting breakdown of military
tradition and discipline. Successful consolidations
demonstrated that this is a workable alternative to
closing unsuccessful clubs and denying club services
to eligibhle participants.

Inability to satisfy needs
of military personnel

--Underutilization of clubs by eligible persons contri-
butes to their unprofitability. Our aquestionnaire to
obtain the views of servicemen showed that 24 percent
of the eligible personnel never use their club facili-
ties; and 44 percent use them less than once a month.
This may be the result of either the inability of clubs
to provide desired services or a low population base
which cannot support multiple club facilities on an
installation.

~--Reasons cited by servicemen for not using their club
facilities included less than desirable entertainment,
atmosphere, service, club location, and food quality.

--At certain installations, entertainment and services
were geared to the needs of military retirees rather
than to the desires of the active-duty personnel.

Questionable need for
new facilities

--During this review, we noted that the construction of
a new club facility was approved without adequate
consideration for the need for such facilitv. A new
club at the Navy Regional Medical Center on Guan,
with estimated construction costs of over $500,000,
was approved to replace a facility which had been
destroyed by a typhoon. There are presently five
Navy commands on Guam, each operating its own club
system. Five clubs are located at the naval station
which is only 6 miles from the Medical Center. These
clubs are generally experiencing low use and resulting
financial difficulties. We plan to examine the con-
struction approval process for military clubs in a
future review,

EXTERNAL PROBLEMS

The following problems also have an adverse effect on
the ability of clubs to operate profitably, but are difficult
for the club system to address.




Higher costs

--The club system, like the general economy, is con-
fronted with the impact of rapidly escalating
inflation. This affects cost of goods sold, labor
costs, and overhead costs.

~-The recent severe decline in the value of the dollar
overseas has increased overseas club expenses.

--Public Law 92-392 (5 U.S.C. 5341 et seq.) placed
certain nonappropriated fund employees under the
Federal wage system. DOD administratively extended
these pav provisions to include club enployees. This
action increased labor costs for military clubs beyond
that of the private sector hospitality and food service
industry. The Federal wage system also requires in
certain circunstances, the payment of premiun pay that
is not generally required in the private sector. 1In
addition, clubs are not pernitted to offset employee
tips against salary costs.

~--Status of forces agreements with foreign host countries
have significantly increased hourly wages and severance
pay for foreign national employees. We recently re-
ported on foreiqgn national employment practices in sev-
eral countries which permit the payment of wages above
prevailing local rates. The fiscal year 1979 Defense
Appropriation Bill would have imposed limitations on
paynent to foreign national employees of salaries,
wages, and benefits in excess of locally prevailing
wages and practices. This provision was deleted by
House and Senate conferees. Instead, they directed
that DOD and the Department of State pursue negotia-
tions to eliminate the causes for the disparities in
wage rates and benefits which we reported.

Competition

--The Randolph-Sheppard Act Amendments of 1974 provided
blind vendors with a priority right to operate vending
facilities on Federal property. The income generated
by vending machines is beinyg diverted from MWR activi-
ties, such as the club systen.

--Clubs nust conpete with military exchange cafeterias,
snackbars, and other military clubs in the vicinity.

--The club system nust compete with numerous conmercial
dining and recreation facilities. For exanple, on
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Oahu in Hawaii, there are currently about 1,400
restaurant and 600 liquor licenses.

The problem areas cited above present a significant chal-
lenge for the military club system. They create the need to
reassess traditional military policies and procedures and
necessitate consideration of new and innovative approaches
to management. Certain problens are external and cannot be
readily addressed by the club system. The alternative is to
resolve problems over which the services have some control
through more effective and innovative managenent,
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CHAPTER 3

NEED TO CENTRALIZE AND STRENGTHEN

MANAGEMENT OF MILITARY CLUR SYSTEM

The military club system is decentrally managed with
nverall policymakinag and nanagement oversight the responsi-
bility of 0SD. Each of the four services has established a
separate nanagenent and oversight group at the headguarters
level to oversee club activities. Day-to-day administration
of club activities, however, has been delegated to the instal-
lation commanders who are relatively autonomous in operating
clubs.

Our review showed that:

--08SD involvement in the management and oversight of
club operations is negligible.

--Service headaquarters manaagement groups provide the
potential for a strong management system and oversiqght
function, but they are largely ineffectual because
they do not have or are reluctant to exercise line
authority over installation commanders. Installa-
tion commanders, each administerinag the c¢lub systen
under their control as they see fit, often impede the
efficient, effective, and economical operation of the
clubs on their installation.

-~Installation club managers, most of whon are military
personnel, are subject to the control of installation
commanders, who strongly influence their actions.
They often do not have the needed flexibility and
latitude to administer their clubs in a sound and
business~like manner.

--Military rotation policies preclude club managers
from acquiring and effectively using desirable
experience at particular military installations.

--Althouagh the services administer training programs,
some club manaqers lack formal training.

This fragmented approach to managing a financial activity,
which produced about $690.million in annual sales revenue,
needs to be changed. Military clubs nust be managed in a
business-like and professional manner to provide the optimun
service to military members in the most efficient and econom-
ical manner.
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MINIMAL OSD INVOLVEMENT
IN CLUB OPERATIONS

During hearings held before the Nonappropriated Fund
Panel in September 1977, the Chairman stated that one issue
that disturbs the Panel was the possibility that the MWR area
would be downgraded within DOD. He noted that a prior congres-
sional inquiry had revealed the lack of vigorous leadership
exerted by 0OSD in nonappropriated fund operations. Great
concern was expressed regarding the lack of detailed guidance
provided by OSD in the major policy and operational aspects
of nonappropriated funds and activities supported by these
funds. The Chairman stressed that it was imperative that
this large area of operations continued to receive the proper
attention and priority from OSD if the system was to survive.
It could not be accomplished by reduction of efforts in OSD.
The Chairman recognized the desire of the Congress and DOD to
reduce personnel. He noted, however, that there was an irre-
ducible minimum level below which personnel could not be
eliminated without incurring higher costs and increasing
inefficiency.

The Assistant Secretary of Defense for Manpower, Reserve
Affairs, and Logistics, in testimony before the Panel, stated
that the OSD role was one of policymaking and management over-
sight. He said 0SD was responsible for ensuring that its
policies were correctly interpreted by the services so that
they operated their programs effectively and efficiently.

Our review showed that OSD involvement in club activities
is minimal. Within the Office of the Assistant Secretary for
Manpower, Reserve Affairs, and Logistics, only one OSD offi-
cial is responsible for monitoring club activities. Clubs
constitute only one segment of his responsibility as he is
also responsible for other MWR activities such as package
stores, exchanges, libraries, and sports programs. This
official told us that his responsibility is limited to issuing
broad policy statements. He does not become involved in the
management and operation of clubs, and a significant amount
of his time is devoted to answering specific congressional
requests. '

The official told us that he does not have the time or
resources to monitor clubs, particularly through analysis of
information received through the financial reporting system
described in DOD Directive 7000.12., He acknowledged that
there were still inaccuracies in the 7000.12 data as we
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reported in August 1977,1/ but he did not have the resources

to correct these deficiencies. He also said that these

reports are not used for OSD management purposes and data for
the individual services is not even compared. Regarding OSD
oversight activities, he told us that the Defense Audit

Service does not routinely audit the services' clubs. They
could address this area if requested, but no such request had
been made to date. He believes that if adequate staff were
provided, his office could more effectively execute its manage-
ment oversight responsibilities.,

SERVICE HEADQUARTERS
ACTIVITIES ARE INEFFECTIVE

Each of the four military services has established its
own headquarters management and oversight functions to admin-
ister club and package store activities. The primary mission
of these headquarters groups is policy direction. Policy
implementation is generally left to installation commanders.
The headquarters management groups do not have direct author-
ity over commanders in substantive club matters. This anomaly
contributes to a fragmented form of management with base com-
manders not always acting in:the best interest of the clubs.
The management approach followed by each of the services is
described in appendix II, and examples of the effects of local
command actions on club operations are presented below and in
appendix III.

Local command actions impact
adversely on club operations

During our visits to selected military installations,

we identified several examples where local command actions

had an adverse effect on club operations. Some of the instal-
lation commanders on bases we visited demonstrated an inflex-
ible and unbusiness-like approach to club operations. Com-
manders are inclined to avoid changes in traditional military
concepts such as the retention of separate clubs for officers,
NCOs, and enlisted personnel, even where a consolidation of
facilities would be a viable solution to club problems. Com-
manders are reluctant to close unprofitable operations and
provide for the joint use of clubs by personnel of various
ranks although such action would often permit realization of
economies of scale and improved service to eligible personnel.

1/"Appropriated Fund Support for Nonappropriated Fund and
Related Activities in the Department of Defense" (FPCD-

77-58).
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As a substitute for efficient operatinns, commanders
are heavily reliant on package store profits and appropri-
ated fund support. In addition, dues and income from slot
machines are also important to club operations. Dependence
on these sources of revenue serve as a disincentive to achiev-
ing profitability and improving club operations. Conmanders
are relatively free to accept or reject suggestions for
improvement in operations by audit teams and management
review groups. Higher command and headquarters officials,
however, are reluctant to exert pressure on commanders to
implement needed changes because they wish to respect
command prerogatives.

Alconbury Air Base, England

The Alconbury Air Base has three club facilities, an
officers club, an NCO club, and an enlisted annex. During
fiscal year 1977, the officers club lost $19,000 and the NCO
club lost $41,000. The enlisted annex reported net income
of $42,000. The officers club suffers from underutilization,
offers no entertainment, and is closed on weekends and during
the breakfast period.

A 1977 Certified Public Accountant's report on the
officers club operations recommended that the dining room at
the officers club be closed and the officers dining services
be consolidated with those of the NCO club. The base
commander believed the proposed consolidation was a realistic
way to reverse an unprofitable trend. Headquarters, U.S. Air
Forces in Europe (USAFE), also agreed with the proposed consol-
idation. An analysis made by the NCO club manager estimated
that the consolidation would produce an overall annual net
profit of $68,000.

The consolidation, however, has not been accomplished
because the wing commander, who is also stationed at Alcon-
bury, rejected the plan. He opposed fraternization between
ranks and believed consolidation would lead to a breakdown
in military discipline. The wing commander appointed a
steering committee to identify alternatives to consolidation.
The changes proposed by the steering committee have not had
any major effect on improving club profitability. USAFE,
although expressing support for consolidation, has not
actively pursued this issue. USAFE officials stated that
command support for consolidation is essential to the success
of a consolidated club. They believed that consolidations
which are forced on an installation by a USAFE directive are
destined to fail.
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Other command directives have also had an adverse effect
on the Alconbury clubs. Based on .a directive of the 34 Air
Force Commander, all clubs are required to close their bar
activities during quarterly alert exercises to simulate a more
realistic wartime environment. These alerts can last up to 5
days and result in lost club revenues. Although club bars are
not permitted to remain open, we noted that the package store
continues to sell wine and liquor, and the exchange snack bar
and commissary continue to sell beer. USAFE officials told us
that other European commands do not have such a restriction
on clubs sales. We were told by a club manager that during
hostilities in Vietnam, military clubs remained open. He
also noted that during alerts at Alconbury, a nearby commer-
cial drinking establishment is heavily frequented by base
personnel.

CLUB MANAGERS OFTEN LACK NEEDED
FLEXIBILITY AND EXPERIENCE

The club management field presents nmany challenges and
requires talented personnel who are familiar with club oper-
ations. They should be well-informed about the market they
are required to serve. Of primary importance to successful
performance is independence and flexibility to tailor indi-
vidual club services to the specific needs of installation
personnel. Managers, however, should be given the latitude
and authority to reject ideas that are not workable and not
in the best interest of their clubs.

Under the existing club systen organization, installa-
tion club managers, most of whom are military personnel, are
subject to the policies and desires of the installation
commanders. The commanders exert considerable influence on
the actions of club managers. As shown in appendix III,
actions precipitated by the local c